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TO A N Y O N E of an observ ing d ispos i t ion i t mus t be qui te evident tha t d u r i n g the past decade the corporate f o r m of o rgan iza t ion has been increas-
i n g i n popu lar i ty , so that today prac t ica l ly a l l business 
of any impor tance is conducted th rough the med ium of 
corporat ions, and i t is perhaps not ex t ravagant to p re -
dict tha t w i t h i n a comparat ive ly few years a l l business, 
except ing that of a pure ly pro fess iona l or d is t inc t ly per -
sonal character , w i l l be so conducted. T h e reasons f o r 
th is t rend mus t be obvious to everyone f a m i l i a r w i t h 
the corporate f o r m of o rgan iza t ion , but i t i s not so 
general ly wel l known or rea l ized that a long w i t h the 
increase i n the number of corporat ions, res t r ic t ions 
have been imposed b y statutes enacted i n the var ious 
States, i n some cases l i m i t i n g the act iv i t ies of corpora-
t ions solely to the funct ions rec i ted i n the ar t ic les of 
incorporat ion, and i n o ther instances, t h rough the 
creat ion of regu la to ry commiss ions, bestowing upon the 
States increased superv isory powers over the act iv i t ies 
of corporat ions, the superv is ion or contro l inc reas ing i n 
re la t ion to the degree of i n t imacy of contact that e i ther 
the services rendered or the th ings f u rn i shed by a 
corporat ion bear to the pub l ic and i ts needs. 
T h i s superv is ion or contro l we f ind exempli f ied to the 
fu l lest extent i n companies of the class usua l ly sty led 
as publ ic u t i l i t ies , wh i ch , i n contrast to the great 
ma jo r i t y of i ndus t r i a l o rgan izat ions, occupy a posi t ion 
pecul iar to themselves i n the economic f a b r i c of the 
nat ion. T h e i r a f fa i rs and pol ic ies a lways have been 
subject to a close Scru t iny and, i n the f inal ana lys is , 
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c r i t i c i s m , more or less just i f ied, tha t the other o rgan-
izat ions, thus fa r , have escaped; i nd ica t ing what some 
regard as a steady and no uncer ta in t rend toward gov-
ernment, state or mun ic ipa l ownersh ip . T h i s condi t ion 
can be explained th rough the fact that publ ic u t i l i t ies , 
as such, possess essent ia l ly a dual character, be ing, on 
the one hand, accountable to the p ropr ie ta ry interests 
there in as represented by the stockholders and bond-
holders, and, on the other hand, amenable to the publ ic 
because of the dedicat ion to the i r use, by means of 
f ranch ises , of pub l ic lands or proper ty , resu l t ing , as i t 
were, i n a sort of jo in t venture or par tnersh ip . It is 
qui te obvious, therefore, that at the outset, conf l ic t ing 
elements have an interest i n a l l pub l i c u t i l i t ies , the one 
ever anx ious of rece iv ing the greatest re tu rn possible 
on i ts investment, the other a lways desirous of secur-
i n g the most efficient service at a m i n i m u m of cost, by 
reason of wh i ch the officials and executives of the com-
panies find themselves i n what is , to say the least, a 
ra ther unenviable pos i t ion . Because of the unusual 
condi t ions ex i s t i ng du r i ng , and created by, the war , 
and pa r t i cu la r l y because of the c i rcumstances wh ich 
now p reva i l d u r i n g the per iod of reconstruct ion, the 
pos i t ion of publ ic u t i l i t ies has not improved, but ra ther 
have the confl ict of fac tors and the c lash of interests, 
as jus t set fo r th , been accentuated. It is w i t h th is 
s i tua t ion i n m i n d tha t th is paper has been wr i t ten . 
The h i s to ry of every impor tant w a r teaches that 
immedia te ly thereaf ter a so-called per iod of reconstruc-
t ion sets i n , i ts length depending la rge ly upon the extent 
of the confl ict, the havoc wrought , both i n l ives and 
proper ty , and the extent to wh i ch the morale of the 
populat ion, general ly , may have been affected th rough 
i nd i v i dua l or personal losses, and also depending upon 
e i ther the favorab le o r the unfavorable conclusion of the 
confl ict. Such a per iod of readjustment usual ly is 
accompanied by a great number of abnormal condi t ions, 
the inevi table resul t of wastage, concentrat ion of most 
of the avai lable labor i n w a r indust r ies , cur ta i lment of 
product ion of necessit ies w i t h consequent deplet ion of 
surp lus stocks, ex t ravagant or i l l -adv ised government 
expendi tures, and a score of other factors w i t h wh i ch 
everyone is more or less f am i l i a r , coupled w i t h indi f fer-
ernce on the par t of the labor ing element, the t rend of 
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populat ion to c i t ies, etc. It wou ld seem that i n th is 
coun t ry the present per iod is very much l ike that wh ich 
existed d u r i n g the decade or so immedia te ly fo l l ow ing 
the C i v i l W a r , but g rea t l y aggravated because of the 
vastness of the W o r l d W a r , and th is despite the fac t 
that the actua l confl ict, for tunate ly , d id not reach our 
shores. A per iod of reconstruct ion is general ly a 
per iod when cer ta in businesses, wage earners and other 
ind iv idua ls derive ex t raord inary income or benefit i n 
contrast to those who, unhappi ly , find themselves i n the 
opposite condi t ion, i n wh i ch p l ight , i t mus t be admi t ted, 
are to be found p rac t i ca l l y a l l publ ic u t i l i t ies compr i s ing 
steam ra i l roads, e lectr ic ra i lways , both u rban and in ter -
urban, telephone, te legraph, gas, electr ic and water 
companies. 
B y reason of the superv is ion exerc ised by the com-
monweal th, as a l ready ment ioned, pub l ic u t i l i t ies , as 
such, are not in as favorable a pos i t ion as most 
indust r ies . W i t h o u t the permiss ion of e i ther the State 
or the Fede ra l commiss ions, they a re unable, usua l ly , 
to increase the i r revenue to con form to increased costs. 
To obtain add i t iona l revenue it is necessary fo r them to 
fi le appl icat ions request ing au tho r i t y to increase rates 
or tar i f fs wh i ch , o rd ina r i l y , cannot be g iven w i thou t 
invest igat ions more or less thorough, both on the par t 
of the commiss ion and the publ ic u t i l i t y affected. C o n -
siderable t ime usual ly elapses, therefore, between the 
date of the appl icat ion f o r an increase i n rates or 
tar i f fs and the date tha t i t is g ranted, i f a t a l l , and the 
increase, i f granted, does not a lways come up to the 
expectat ions of the pub l ic u t i l i t y as evidenced b y i ts 
appl icat ion, the decisions of the commiss ions be ing nec-
essar i ly governed or dominated to a considerable degree 
by publ ic sent iment, or i n some cases even by po l i t i ca l 
expediency. Unfo r tuna te ly , publ ic sent iment, as a ru le, 
is b iased, be ing molded la rge ly t h rough the opin ions 
expressed i n the press, wh i ch may e i ther be based upon 
incomplete i n fo rmat ion rega rd ing the per t inent facts or 
may be del iberately suppressed b y it. Increased oper-
a t i ng costs accompanied b y a publ ic demand fo r better 
service at reduced charges, const i tu te a condi t ion that 
has conf ronted the management of a l l pub l i c u t i l i t ies 
d u r i n g the past f ew y e a r s — a problem h a r d to solve, i n 
some cases almost bo rde r ing on a d i lemma. It should 
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be noted, however, that as a class steam ra i l roads are, 
and have been, i n a re la t ive ly more advantageous 
pos i t ion in th is respect than most other pub l ic u t i l i t ies 
of impor tance—cer ta in ly , at any rate, bet ter off t han 
u rban electr ic ra i lways , due to the favorab le Federa l 
leg is la t ion recent ly enacted, to w h i c h i t is only necessary 
to make pass ing ment ion. T h i s advantage, however, is 
perhaps more apparent than r e a l ; but i t , nevertheless, 
mus t be conceded that , compared w i t h the local contro l 
exercised by the var ious Sta te commiss ions, the super-
v i s i on b y the Fede ra l Government of the u t i l i t ies 
engaged in in terstate business is broader and general ly 
more sat is fac tory , not be ing dominated to the same 
extent by s t r i c t l y local condi t ions or influences. The 
possible confl ict of au thor i t y i n such cases, however, o f 
wh i ch a recent example has been afforded b y the re fusa l 
of the N e w Y o r k State Commiss ion to r a t i f y fo r i n t ra -
state traffic the increase in ra i l r oad rates granted by 
the Interstate Commerce Commiss ion , is on the other 
hand a m is fo r tune to wh i ch the pure ly local enterpr ise 
is not subjected. Somebody is a lways t a k i n g the joy out 
of l i f e fo r the ra i l roads 1 
In order to g ive proper and efficient serv ice fo r any 
length of t ime, a publ ic u t i l i t y mus t be i n a heal thy 
f inancia l condi t ion. I t is known that a great number of 
pub l ic u t i l i t ies , today, i f not indeed prac t ica l l y a l l , are i n 
a ra ther sad condi t ion financially, the impor tan t excep-
t ions be ing some of the l a rge r ra i l road systems. I t is 
reported tha t no less than one hundred and eighteen 
electr ic ra i l road proper t ies, operat ing seven thousand 
e ight hundred and twenty mi les of t rack, o r one-sixth 
of the total , are at present i n receiversh ip. T h i s is a 
most unnatura l and dangerous s i tuat ion. T h e quest ion 
na tu ra l l y ar ises, then, when is a pub l ic u t i l i t y i n a 
hea l thy financial condi t ion? The answer would seem to 
b e : W h e n the u t i l i t y receives reasonable or ample 
compensat ion f o r the services i t renders ; sufficient to 
pay the necessary operat ing expenses commensurate 
w i t h the service demanded b y the publ ic , sufficient to 
pay f o r renewals and replacements of worn-out and 
obsolete equipment, sufficient to prov ide necessary funds 
f o r the purpose of ex tend ing i ts service a long w i t h 
the development of the commun i t y served, and last ly , 
though not the least impor tan t factor , sufficient to 
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reasonably compensate cap i ta l f o r i ts investment and 
the consequent h a z a r d under taken. Unless a pub l ic 
u t i l i t y finds i tse l f i n th i s pos i t ion, w i t h a gross income 
ample to prov ide fo r the elements stated, i t is only a 
quest ion of t ime, especial ly d u r i n g a per iod such as 
we are pass ing th rough now, before i t w i l l f ind i tse l f 
financially embar rassed ; and, i n the absence of imme-
diate re l ie f f r o m the superv isory power, confronted w i t h 
the necessi ty of r es t r i c t i ng i ts service, regardless of 
demand, to con fo rm to i ts revenue. It w i l l also have to 
abandon a l l improvements, i n some instances even of 
the most urgent and p ress ing nature, and eventual ly, i f 
the condi t ion is not remedied prompt ly , i t w i l l find i tse l f 
i n the bank rup tcy courts. The not ion seems to p reva i l 
qui te general ly nowadays that , because of the compara-
t ive ly large capi ta l investment i n them, publ ic u t i l i t ies 
have un l im i ted and inexhaust ib le resources, to wh i ch 
the o rd ina ry ru le that income must at least balance 
expendi ture does not apply, the pub l ic f a i l i n g to real ize 
that such a s i tua t ion cannot ex is t and that, to use an 
old expression, " i t is impossib le to d raw wate r f r o m a 
stone." 
It should be noted here tha t cer ta in of the pub l ic 
u t i l i t ies , p r inc ipa l l y the steam ra i l roads, a re i n a ra ther 
pecu l iar ly advantageous pos i t ion i n tha t they are 
enabled to collect a great pa r t of t he i r revenue before 
actual ly pe r f o rm ing the serv ice f o r w h i c h the revenue 
is received. W h i l e th is condi t ion has no d i rect bear ing 
upon the adequacy of the rates charged, i t is a financial 
advantage not to be overlooked, as i t fu rn ishes the r a i l -
roads w i t h a por t ion of the w o r k i n g capi ta l necessary 
f o r operat ion, thereby enabl ing them to operate effect-
ively, and qui te safely, upon a smal ler ra t io of cur rent 
assets to cur ren t l iab i l i t i es than is necessary i n the 
o rd inary commerc ia l or i ndus t r i a l business under-
tak ings. T h i s permi ts the ra i l roads to use cur ren t 
revenue f o r de f ray ing a por t ion, at least, of cur ren t 
expendi tures, in contrast to a business tha t is conducted 
p r inc ipa l l y on credi t , when a considerable per iod usual ly 
elapses between the date the service is per fo rmed and 
that when the revenue is collected. It is th is ve ry 
feature, however, that is perhaps occasional ly respon-
sible f o r ra i l roads finding themselves i n an embarrassed 
financial pos i t ion, because i t is not un t i l they find tha t 
the cur ren t revenue is insuff icient to pay the cur rent 
obl igat ions, not the cur rent opera t ing expenses, that 
there is forced upon them a definite rea l iza t ion of the 
fact that the i r revenue is inadequate to ma in ta in them 
in a sound f inancia l condi t ion. 
T o g ive adequate service i n a g r o w i n g communi ty , as 
a l ready indicated, a publ ic u t i l i t y must interest new 
capi ta l , thus enabl ing i t to secure the addi t iona l 
fac i l i t i es requ i red fo r an extension of service. N o t the 
least problem, therefore, of a great many pub l ic u t i l i t ies 
is the necessi ty of in teres t ing add i t iona l cap i ta l . A t 
the p reva i l i ng h i g h rates of in terest occasioned by the 
genera l f inancia l s i tua t ion the prob lem of in te res t ing 
new cap i ta l is indeed a very ser ious one. The condi t ion 
is emphasized par t i cu la r l y by the h igher - ra te secur i t ies 
now be ing floated by indus t r i a l enterpr ises wh ich , i n 
many instances, afford re la t ive ly better secur i ty , and 
cer ta in ly less mental angu ish , than issues of publ ic 
u t i l i t y corporat ions. D u r i n g the past year , new f lota-
t ions of g i l t -edged secur i t ies are known to have cost 
considerably in excess of 10 per cent per annum to the 
b o r r o w i n g company, t ak i ng into considerat ion brokers ' 
commiss ions, expenses, etc. ; and i f the facts were 
known, i n a l l p robab i l i t y i t could be shown that i n 
cer ta in instances new money has cost almost twice the 
rate stated. T h i s s i tuat ion, of course, is analogous 
to that wh ich existed i n the f inancia l marke t d u r i n g 
the cor responding per iod immediate ly fo l l ow ing the 
C i v i l W a r . 
S t r i c t l y speaking, pub l ic u t i l i t ies are not i n a posi t ion 
to compete in a t i gh t money marke t . The m a r g i n 
between the i r gross revenue and expenses is never 
sufficient to war ran t pay ing what m i g h t appear to be 
exorb i tant rates of interest, even i f they were w i l l i ng . 
Because of the regulat ions and at t i tude of the commis-
sions, however, and, i n some instances, the rest r ic t ions 
placed upon them by statute, pub l ic u t i l i t ies are not 
permi t ted to sel l the i r secur i t ies at a discount, th is 
t e rm not only comprehending "d i scoun t " i n i ts usual ly 
accepted mean ing but inc lud ing expenses inc identa l to 
the ref inancing wh ich proper account ing procedure 
would permi t as a par t of the cost of the new money. 
Because of m a t u r i n g cap i ta l obl igat ions, some publ ic 
u t i l i t ies recent ly have found themselves i n extremely 
[8] 
embar rass ing s i tuat ions. P u b l i c u t i l i t ies i n th is pre-
dicament, assuming that they are not subject to res t r ic -
t ions rega rd ing discount on secur i t ies, have had, i n 
some instances, to negot iate f o r new capi ta l at what-
ever rates have been asked. The electr ic ra i lways , as 
a l ready noted, have been in a pa r t i cu la r l y precar ious 
pos i t ion and f r o m stat is t ics compi led qui te recent ly i t 
would appear that approx imate ly ten per cent of some 
fou r hundred and e ighty companies went into receiver-
sh ip i n 1919. R e g a r d i n g th is s i tua t ion the recent report 
of the Fede ra l E l e c t r i c R a i l w a y Commiss ion is in ter-
est ing. A m o n g other th ings i t s ta tes : 
" T h e electr ic r a i lway i ndus t r y as i t now 
exists is w i thou t financial c red i t and is not 
proper ly pe r fo rm ing i ts pub l ic func t ion . 
" T h i s condi t ion is the resul t of ear ly 
financial mismanagement and economic causes, 
accentuated by ex i s t i ng h igh-pr ice levels of 
labor and mater ia ls and by the fa i l u re of the 
u n i f o r m un i t f a re of five cents prescr ibed 
e i ther by statute or by local f ranch ise o rd i -
nances or contracts to prov ide the necessary 
revenues to pay operat ing costs and to m a i n -
ta in the proper ty on a reasonable basis. 
" T h e indus t ry can be restored to a norma l 
basis only by the in t roduct ion of economies in 
operat ion, imp rov ing i ts t racks, equipment, and 
service, and secur ing a reasonable re tu rn upon 
the f a i r va lue of i ts proper ty used in pub l ic 
service when honest ly and efficiently managed. 
"Res to ra t i on of credi t involves a readjust-
ment of re lat ions wh ich w i l l remove publ ic 
antagonism, prov ide pub l ic co-operat ion, and 
insure the investor the i n teg r i t y of h is invest-
ment and a f a i r rate of re tu rn thereon. " 
The Commiss ion also reports i ts est imate that f r o m 
$175,000,000 to $200,000,000 annual ly w i l l be requ i red 
by electr ic ra i lways fo r f u tu re needs, and states f u r t he r 
that va lua t ion of the propert ies on a f a i r basis is 
imperat ive, and that when such va luat ion is obtained, 
cap i ta l iza t ion should be reduced to that basis. There 
[ 9 ] 
are numerous other impor tan t and valuable recom-
mendat ions embodied i n the repor t concern ing some 
phases of the p rac t i ca l operat ion and management of 
e lect r ic ra i lways . 
SHORT T E R M NOTES RECOMMENDED 
W i t h o u t necessa r i l y d e s i r i n g to l ay down a f ixed 
ru le , unde r the present a b n o r m a l cond i t i ons i t i s 
p r o b a b l y the best theory f o r p u b l i c u t i l i t i es to i ssue 
sho r t t e r m notes at marke t ra tes , secured b y l ong t e r m 
t reasury bonds at norma l rates deposited as col lateral 
f o r the shor t t e rm notes. T h i s is on the assumpt ion , 
o f course , tha t upon m a t u r i t y of the shor t t e r m notes 
cond i t ions i n the f i nanc ia l w o r l d w i l l have ad jus ted 
themse lves to a more n o r m a l bas i s , and i t w i l l t hen 
be poss ib le to i ssue the l o n g t e r m bonds i n subs t i t u -
t i o n f o r the notes. I n t h i s connec t ion , the f a c t shou ld 
not be over looked tha t i n some ins tances re f i nanc ing 
m a y be p revented t h r o u g h the f a c t t ha t o ther l ong 
t e r m bonds a l r eady are ou t s tand ing , to w h i c h the new 
issue w o u l d necessa r i l y be subo rd ina ted and w o u l d 
t he re fo re have to bear a m u c h h i g h e r ra te t h a n o r d i -
n a r i l y ru les f o r t ha t c lass of secu r i t y . T h i s cond i t i on 
w a s one of the f ac to r s p r e v a i l i n g i n some recent re -
f i nanc ings . 
Despi te the fac t that the revenue of perhaps most 
pub l i c u t i l i t ies has been increased d u r i n g the past year , 
they s t i l l find themselves i n the pos i t ion where t he i r 
earn ings are not sufficient to p rov ide f o r the essential 
fac tors . Eve ryone is f a m i l i a r i n a general w a y w i t h 
the increase in wages recent ly a l lowed by the Ra i l r oad 
A r b i t r a t i o n B o a r d under the prov is ions of the 
C u m m i n s - E s c h R a i l r o a d B i l l passed b y Congress a t i ts 
las t session, and the consequent increase i n f re igh t and 
passenger rates al lowed by the Interstate Commerce 
Commiss ion , wh i ch the ra i l roads ma in ta i n is s t i l l i n -
sufficient to prov ide fo r the increased costs, not only of 
labor, but also of mater ia l , interest, etc. W i t h par t i cu la r 
reference to the street ra i lways , i t appears that rates 
of fa res have been increased i n prac t ica l l y a l l the 
impor tan t c i t ies of the country, N e w Y o r k be ing one of 
the conspicuous exceptions. T h e rate of f a re has been 
increased f r o m the bas ic five-cent rate to ten cents i n 
twenty- three c i t ies, e ight cents i n four teen c i t ies , seven 
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cents in fifty-eight cities and six cents in seventy-one 
cities, during the past several years. Since April, 1919, 
fare increases have been put into effect in one hundred 
and ninety-five cities, of which seventy-three had already 
received increases above the five-cent basic rate, while 
forty-nine were still receiving only the five-cent fare. 
In the same period fares were decreased in two cities, 
but in at least one of the cities affected application has 
recently been made for an increase. 
SERVICE-AT-COST ORDINANCES AND FRANCHISES 
Consideration of this subject would not be complete 
without some reference to the so-called "service-at-
cost" ordinances and franchises, which, so far, have 
only been applied effectively to electric street rail-
ways in several large cities—including Cleveland, Cin-
cinnati, Youngstown, Rochester, Dallas and Montreal 
—although there is now agitation for the operation 
of gas and electric companies, and possibly other 
public utilities, on the same basis. A public utility 
operating under the "service-at-cost" plan, is only 
one step removed from municipal ownership, the 
terms of the ordinance or franchise providing for 
the purchase of the property by the community at 
its option. For purposes of the arrangement such an 
ordinance usually establishes a more or less arbitrary 
valuation of the property involved, ignoring true or 
reproductive values, the fixed valuation being generally 
less than the cost of the investment as shown by the 
books of the company. On this fixed valuation the 
company or investor is guaranteed a stipulated return, 
usually six or seven per cent, which is also to be 
applicable to extensions, betterments and other items 
of a minor nature. 
In some cases a revolving or stabilizing fund in a 
definite amount, mentioned in the ordinance, is created 
in the first instance, the size of the fund depending 
upon the extent of the property covered by the arrange-
ment. To this fund the actual revenue, based upon a 
certain basic rate of fare, derived from operation, in 
effect is credited and the guaranteed return payable 
upon the fixed capital is, on the other hand, charged. 
The ordinance provides for certain allowances for oper-
ating expenses and for maintenance and, in some cases, 
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depreciat ion, etc., based upon cer ta in s tandard uni ts , 
such as the car -mi le or passenger-mi le, wh i ch are 
charged to the revo lv ing or s tab i l i z i ng f u n d and credi ted 
to reserve accounts. A n y opera t ing expenses o r main te-
nance charges and renewals are charged to the reserves 
therefor , and the other reserves, i f any, are handled in 
l i ke manner. The ordinance then f u r t he r provides that 
the rate of fa re shal l be changed f r o m t ime to t ime as 
may be necessary to ma in ta i n the revo lv ing or s tab i l -
i z i n g f u n d at approx imate ly i ts fixed amount, the in ten-
t ion be ing to reduce the rate of f a r e i n the event that 
the s tab i l i z i ng f und reaches a cer ta in m a x i m u m amount, 
and, l i kewise, to increase the rate of fa re i n the event 
that the f u n d gets below a st ipulated m i n i m u m amount. 
In theory th is is a commendable scheme, but the advan-
tages to the communi ty , on the one hand, and the pro-
p r i e ta r y interest, on the other hand , are f requent ly not 
as rea l as they m a y seem. The p lan has a tendency to 
res t r ic t service i n some instances and, more pa r t i cu la r l y 
i n a per iod d u r i n g w h i c h abnormal condi t ions preva i l , 
a lmost i nva r iab ly prevents extension of proper ty and 
improvement of service. The incent ive to economy and 
efficiency is also to a ve ry great extent removed by the 
guarantee of the re tu rn on the fixed cap i ta l investment 
of the company, wh i ch tends to make the opera t ing 
officials feel that as long as the funds last the company 
w i l l receive i ts stated re tu rn . Fu r t he rmore , a cer ta in 
dupl icat ion of expense is almost inevi table under the 
p lan, the ordinance usua l ly p rov id i ng f o r a t rac t ion com-
miss ioner w i t h au tho r i t y to organize a department o f 
h is own and, i f so inc l ined, to employ assistants to 
check the work of the company w h i c h experience has 
shown to be, i n effect, p rac t i ca l l y a dupl icat ion o f 
detai ls a l ready quite efficiently handled by the com-
pany. To counteract the tendency to extravagance and 
to cu l t ivate an incent ive f o r economical management, 
bonus systems are i n effect i n some c i t ies i n conjunct ion 
w i t h the "serv ice-at -cost " p lan. A bonus system star ted 
qui te recent ly i n one c i t y fixes a cer ta in al lowance f o r 
operat ions, and then, i f the company operates w i t h i n the 
al lowance, gives par t of the sav ing to the company as a 
bonus. It should also be noted that i n some instances the 
communi t ies affected have been known to object to a 
proper interest re tu rn , even on the reduced va lua t ion 
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placed on the p roper ty involved. A g a i n , i t should be 
noted that wh i le the theory of the p lan is good, i t wou ld 
seem that those who conceived and f i rs t advocated i t 
were ra the r a t tempt ing to place themvelves i n a favor -
able l i gh t w i t h the publ ic , w i thout r ega rd to a l l of the 
essent ial e lements ; the resul t be ing that, i n some 
"serv ice-a t -cost " f ranch ises, no reference is made to 
such an impor tan t fac to r as depreciat ion, i t be ing i m -
possible, therefore, f o r the pub l ic u t i l i t y to prov ide a 
f u n d f o r tha t purpose. Incidental ly , the company is 
s tar ted out on an al together unsound and erroneous 
basis, especial ly i n re la t ion to the pub l ic , wh i ch , once 
hav ing fo rmu la ted an idea, usual ly more or less hazy, 
r ega rd ing the prov is ions of the ord inance, can only 
adjust i tse l f to the proper at t i tude w i t h extreme diffi-
cul ty , necess i ta t ing p ropaganda of an educat ional 
nature, wh i ch i n cer ta in communi t ies the press is not 
w i l l i n g to support . 
P u b l i c u t i l i t i es are not a l toge ther b lame less f o r the 
p red i camen t i n w h i c h they f ind themse lves . T h e y a re 
l a rge l y respons ib le f o r a n u m b e r of cond i t ions tha t 
now g ive t h e m embar rassmen t w h i c h , w i t h a l i t t l e 
f o res igh t i n the pas t , ve r y eas i l y c o u l d have been 
obv ia ted . P e r h a p s the po in t mos t sub jec t to c r i t i c i s m 
or, at a n y ra te , the m a t t e r w h i c h has been respons ib le 
f o r the m a j o r pa r t of the adverse c r i t i c i s m , is the 
ove rcap i t a l i za t i on a n d , i t m a y be s ta ted , the c u m u l a -
t i ve c a p i t a l i z a t i o n tha t un fo r t una te l y has p r e v a i l e d 
i n not a f e w ins tances , bu t w h i c h d u r i n g la te r yea rs 
has been prevented by the superv is ion of the commis-
s ions under the r egu la to r y powers con fe r red upon 
them by s ta tu tes . O f course , some of the r e o r g a n i z a -
t ions and conso l ida t ions effected i n the pas t were 
just i f ied by the pecul iar condi t ions p reva i l i ng i n cer-
t a i n commun i t i es , and , w h i l e somet imes the apparen t 
effect m a y have been to i n jec t wa te r in to the under -
t a k i n g , the a c t u a l resu l t w a s to p rov ide a more eff icient 
and bet ter co-ord ina ted o rgan i za t i on , capab le of ex-
p a n d i n g the se rv ice i n d i rec t r e l a t i on to the i nc reased 
demands of the commun i t y served. Subsequen t bene-
fits de r i ved b y the commun i t y , a r i s i n g t h r o u g h these 
mergers , u s u a l l y have jus t i f i ed them, as they not on l y 
tend toward economy i n management, w i t h conse-
quent bet ter se rv ice , bu t a lso make i t poss ib le to g ive 
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more extended serv ice . The ob jec t ionab le fea tu res , 
by reason of the s u p e r v i s i o n exe rc i sed by the com-
m iss i ons , have been co r rec ted and p r a c t i c a l l y e l i m i -
na ted d u r i n g recent yea rs . 
SOME ACCOUNTING SUGGESTIONS 
C e r t a i n er roneous p r i n c i p l e s o f accoun t i ng , as 
ref lected on the books of some p u b l i c u t i l i t y com-
pan ies , a re a lso p a r t l y respons ib le f o r t h e i r p r e d i c a -
ment . These may be s u m m a r i z e d br ie f l y as f o l l o w s : 
(a) Not a few companies accrue taxes and other ex-
penses that are of a recurring nature on anything but a 
scientific basis. It is asserted quite often that public utili-
ties, because of their peculiar nature, should not accrue 
taxes and other similar items of expense in that which most 
industries and businesses find the most desirable procedure 
to follow in order to reflect proper operating results. The 
claim is made that taxes should only be accrued, if at all, 
in an amount sufficient to take care of actual cash dis-
bursements that must be made for taxes during a given 
period as and when they fall due. From an accounting 
standpoint such a procedure is indefensible, and as a prac-
tical proposition its merit can be questioned quite seriously. 
Proper accounting, whether it be either for an industrial 
organization or for a public utility, demands that taxes be 
accrued for the period covering which they are payable in 
relation to the expenditures of the state, or municipality, 
as evidenced by information usually shown on the tax bills, 
and if not so shown, by information that always can be 
obtained from the tax officials, and not necessarily for the 
period to the last date by which the taxes must be paid 
in order to obviate the assessment of fines or penalties. 
This seems to be so obvious as to require no further argu-
ment. 
(b) Depreciation also seems to. be quite a bone of con-
tention, the amount provided for this item on the books of 
some public utilities being dependent, in a great measure, 
on how much tariff the gross income can stand. The man-
ner in which reserve accounts for depreciation are handled 
quite often indicates that the first principles of good ac-
counting theory and practice are ignored altogether. A 
reserve account, as such, is only an account established for 
the purpose of equalizing the expense or loss entailed 
through the gradual wearing away, or passing out of ex-
istence of property, by reason of its use or otherwise, so 
that when it eventually becomes necessary to replace the 
property, the entire charge will not be made to the opera-
tions of the period in which the replacement is made, or 
possibly capitalized, but may instead be borne by the re-
serve account. Properly to create a reserve for deprecia-
tion it is necessary to credit currently to the reserve ac-
count definite amounts, calculated on the basis of rates of 
depreciation developed as the result of experience, by cor-
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responding reductions of the gross earnings derived from 
operations. Any other treatment of a reserve account, 
such, for instance, as crediting to it arbitrary amounts at 
irregular intervals, serves no useful purpose whatsoever 
and might as well be abandoned. From a financial point 
of view, of course, the Stockholder and investor is inter-
ested in seeing, and is entitled to know, that adequate re-
serves are being made by a public utility in arriving at the 
results from operations shown in its published statements. 
It should be emphasized, furthermore, that a reserve ac-
count of itself does not provide the funds necessary for 
replacements and obsolescence. A proper program to in-
sure that any business will be uniformly successful over a 
period of years, where the investment in plant is a vital 
and important factor, contemplates the laying aside, or ear-
marking, of specific funds or investments for the purposes 
stated. Any amount of bookkeeping would not provide the 
funds necessary to achieve the desired result as they can 
only be derived from the usual sources. 
(c) Another questionable practice adopted by some public 
utilities, which is related very closely to the foregoing, is 
to write off over a term of years the capital investment in 
worn-out, old or obsolete equipment, after its replacement 
by new equipment, instead of, in the first instance, having 
written off the equipment over the period during which it 
was used, and providing a reserve for depreciation cover-
ing the new equipment, on the basis of recognized rates of 
depreciation, over the term of its probable life. Such prac-
tice merely tends to put off the evil day when an account-
ing eventually must be made, but, aside from a miracle, 
does not prevent it. Many public utilities, finding them-
selves in the predicament of having exhausted important 
units of their plant investment without haying made due 
provision for their replacement, as explained, are confronted 
today with this situation. 
(d) A further inconsistency that seems to prevail more 
or less generally is that of including allowances for deprecia-
tion in arriving at the basis for establishing rates and then, 
on the other hand, objecting to the reduction of the plant 
or investment account for the determination of capital 
values for the same purpose or of invested capital for 
Federal tax purposes and, occasionally, also for the pur-
poses of the published financial statements. 
C o n c e r n i n g the fo rego ing f a l l a c i e s , no sound reasons 
can be advanced f o r h a n d l i n g the accoun ts o f p u b l i c 
u t i l i t i es i n any o ther m a n n e r t h a n on the bas is recog -
n i zed by p rope r a c c o u n t i n g p rocedure developed as 
the resu l t o f the exper ience ga ined i n o ther sound 
bus inesses and represen ta t i ve i ndus t r i es . P u b l i c 
accoun tan ts a re o f ten con f ron ted w i t h the a rgumen t 
t ha t ce r ta i n fea tu res , by reason of cond i t i ons p e c u l i a r 
to a bus iness u n d e r exam ina t i on , m u s t be cons idered 
f r o m a d i f ferent ang le t h a n t ha t f r o m w h i c h s i m i l a r 
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i tems m a y be t rea ted i n o ther un re la ted bus inesses . 
W h i l e , admi t ted ly , d i f ferences do o c c u r w h i c h requ i r e 
spec ia l t rea tment , the mat te rs set f o r t h above are 
f u n d a m e n t a l , and s h o u l d app ly to a l l bus inesses , not 
even excep t i ng p u b l i c u t i l i t i es . 
CONCLUSIONS 
To conc lude , t hen , the p r i n c i p a l f i nanc ia l p rob lems 
w h i c h m u s t be so l ved b y p u b l i c u t i l i t i e s d u r i n g the 
so-ca l led pe r i od of r econs t ruc t i on t h r o u g h w h i c h we 
are n o w p a s s i n g m a y be cons ide red to a r i se , on the 
one h a n d , f r o m the a b n o r m a l l y h i g h in te res t ra tes 
w h i c h p rec lude the poss ib i l i t y of o b t a i n i n g f u n d s f o r 
deve lopment o r o f r e f i nanc ing m a t u r i n g ob l i ga t i ons 
on a n y t h i n g shor t o f the mos t r u i n o u s t e r m s ; f r o m 
the u rgen t necess i ty w h i c h ex is ts f o r the c a r r y i n g out 
of l ong de fe r red improvements a n d f r o m the exces-
s i ve l y h i g h cost o f new cons t ruc t i on and equ ipmen t ; 
a n d , on the o ther h a n d , f r o m the s h r i n k i n g m a r g i n 
between ope ra t i ng revenue and expenses, due to i n -
c r e a s i n g costs and the ind i f fe rence of the p u b l i c to 
the v i t a l need f o r adequate inc reases i n ra tes . T h e 
remedy appears l a r g e l y to l i e i n the p resen ta t i on of 
fac ts and f igures to the p u b l i c and to the p u b l i c serv -
ice commiss ions , s ta ted upon the soundest bas i s a n d 
w i t h the u tmost measu re of f r a n k n e s s ; i n the educa-
t i on of the p u b l i c to the j us t i ce of t he c l a ims of the 
p u b l i c u t i l i t i e s and to a r ea l i za t i on of the t r u t h t ha t 
efficient se rv i ce cannot be rendered f o r any l eng th of 
t ime w i t h o u t adequate compensa t ion to c a p i t a l a n d , 
last ly , i n the prac t ica l exempl i f icat ion of the t ru th 
that a penny saved is a penny earned, by a cont inuance 
of the measures tend ing toward the e l im ina t ion of un -
necessary costs or waste i n any f o rm , whether i t be i n 
power p lant operat ion, abnormal ly h i g h damage c la ims 
or inadequate contro l o f stores and suppl ies. 
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